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Abstract

The great impact of politics on the capital market haS\caused a large
share of accounting andyfinancial researches to benlinked with political
issues. For this reasomytheteurrent research tries to investigate the effect
of the presidential election omthe earnings,management by considering
the moderating role*of ownetship structure due to its importance. For
this purpose, the data related to 122 companies listed in the Tehran
Stock Exchangewvas gathered¥y systematic elimination method during
2005-2022, and analyzedSby multivariate regression method. The
findings have,shown_that'the presidential election has a negative and
significanteffeet,on the accrual and real earnings management. Also,
by separating the ir%ustries based on "political" characteristics, it was
shown that in the years of presidential elections, political industries
manage Earnings|through accrual Earnings management and non-
political industries” through real Earnings management. Also, the
findings have shown that the ownership structure (the amount of
ownership of institutional stockholders) does not have a moderating
role in the effect of the presidential election on the management of
accrual and real Earnings. These findings show that in companies
during the presidential election, due to the increased sensitivity and
supervision of various social and political institutions, the "political
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costs" on the performance of managers increases, and this increase
leads to a decrease in Earnings management (accrual and real).

Keywords: Presidential election, Ownership structure, Earnings
management, Political control, Political cost.

1. Introduction

The prominent role of the government in emerging economies
highlights its importance in the political and economig,systems of
countries (Imani Brandagh and Hashemiy, 2018). Rurthermore, the
impact of macro-political factors on the eeonomic perfermance of
markets, especially capital markets, is inevitable Y(Keshavarz, and
Rezaei, 2021; Imani Brandagh and Hasherni, ;2018). yTherefore,
presidential elections, by creatingscomprehensive “political oversight
over managers—such as public sCrutiny t®, judge the economic
performance of the ruling politicalparty*er oversight by rival political
parties to uncover cases of corruptiondand financial*fraud, or even the
ruling party's increased contrel over managerial performance—raise the
political costs for ‘€Ompanies. As a result, managers reduce earnings
management to avoid being accused of eorruption and financial fraud
(Kim \& An,42021). Aeeording to financial literature, these
consequeqces are cogsidered “political costs,” and their increase can
create an environment that leads to earnings management (Goncalves
et al., 2022; Kim & An; 2021).

On the other ‘Hand, presidential elections can create significant
political and economic fluctuations, prompting managers to engage in
more earnings management to neutralize these fluctuations (Goncalves
et al., 2022; Moshtagh Kahnamoi et al., 2022).

This study aims to examine the impact of such political costs in the
economic environment of Iran, as a significant outcome of presidential
elections stemming from political oversight. The importance of this
study in Iran can be discussed from two perspectives: first, the intense
political competition among factions and political parties in Iran, and
second, Iran's state-dominated economy, which is influenced by
governmental or quasi-governmental institutions (Fakhari et al., 2021).
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2. Literature Review

Kim & An (2021) argue that during presidential elections, increased
"political scrutiny” raises "political costs,” prompting managers to
reduce accrual-based earnings management to avoid accusations of
financial misconduct. They attribute this to the easier detection of
accrual items compared to real activities (Kim & An, 2021; Fakhari et
al., 2015). Similarly, Jain et al. (2021), in their study of nine U.S.
presidential election cycles (1980-2012), found that companies
manipulate earnings by overproducing in pre-election years and
reducing sales-related activities during election years. They also found
that firms with higher agency costs reduce real earnings management
during elections, while larger firms increase feal earnings management
in response to political-economic policies and economicQJn ertainty.

3. Methodology

This study examines the impact of‘presidential elections on earnings
management (both accrual-based and real) and‘the maderating role of
ownership structure uSing multivariate regressiongOver an 18-year
period (2005-2022).“The“data were analyzed using Stata software
(version 14). In line'with ¢ommon practices in accounting research, all
continuous variables were winsorized at the 1st and 99th percentiles.

4. Resilts \

The findings indicate that- presidential elections have a significant
negative impaet on heth types of earnings management—accrual-based
and real. Specifieally, during election years, accrual-based earnings
management decreases by 1.4%, and real earnings management
decreases by 1.6%. Additionally, the ownership structure (institutional
ownership) does not play a moderating role in the effect of presidential
elections on earmings management. Furthermore, the findings reveal
that the type of earnings management differs between politically
connected and non-politically connected firms. Politically connected
firms reduce accrual-based earnings management due to its high
detectability and the increased political costs associated with it (Kim &
An, 2021). However, no significant effect was observed on real earnings
management, as the political costs of real earnings management are not
as high (Kim & An, 2021). For non-politically connected firms, the
findings were precisely the opposite. Consistent with the study's results,
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the ownership structure did not have a moderating effect on either group
examined.

5. Conclusion

The findings indicate that accounting earnings are influenced by the
political factor of presidential elections. Additionally, institutional
ownership does not affect this relationship. In Iran's state-dominated
economy, presidential elections increase political scrutiny from rival
political parties, the ruling political party, and society, thereby raising
political costs. As a result, managers are driven to redueg both accrual-
based and real earnings management to avoid financial“accusations.
Furthermore, politically connected firms refrain fromyaccrual-based
earnings management during presidential elections_due its, high
detectability and associated political costs, hut they\do not" react
similarly to real earnings management. This behavior stems from
intense political oversight and the risk of being accused of financial
misconduct (Kim & An, 2021).
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